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STATEPLANFORMEDICAIDPROVIDER RE RSEMENT 

INPATIENT HOSPITAL 

Inpatienthospital services arepaid for Medicaid recipients b ...5 of rates determined in 
accordancewiththe following principles, methodsand standar 
447.250 through 477.299. 

I Introduction: 

Rate setting principles and methodsare contained : 
47.07.900 and administrativeregulations in Alaska Adm--

Data sources used by theMedicaidRateAdvisory C o r  
Health andSocial Services are the following: 

1. 	 Medicare Cost Reports for the facility’s’ fiscal !.L 

beginning of the facility’s prospective payment y: 

2. 	 Budgeted capital costs, submitted by the facility L 

Department as appropriate in accordancewith . 

capital projects or acquisitions which are placed 
the base year and before the end of the rate year. . 
(Certificateof Need) hasbeen obtained. 

3. Operating budgets, as applicable, submitted byne 

4. Year end reports containwhich historical final 
submitted by facility‘sfor past rate setting years. 

5. Utilizationandpaymenthistory provided by the 1 

11 Allowable Costs: 

Allowable costs are documented costs that are ordinary: 
cost effective service. Allowable costs are those wh. 
program recipients. Theyare costs which must be 
economically operatedprovider. Costs wouldinclude : 
the state and federal laws, regulations, and quality and sa. 
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Most of the elements of Medicaid allowable costs are defined in Medicare and reported, 
subject to audit, on the Medicare Cost Report. The following items are possible 
adjustments from financial statement classifications to Medicaid classifications, and may 
be reflected either within the Medicare Cost Report or elsewhere in the Medicaid cost 
finding process. 

* return on investment is not an allowable cost for anyfacility. 

* advertising cost is allowable only to the extent that the advertising is directly 
related to patient care. The reasonable cost of onlythe following types of 
advertising and marketingis allowable: 

- announcing the opening of or change of name of a facility. 
- recruiting for personnel. 
-	 advertising for the procurementor sale of items. 
- obtaining bids for construction or renovation. 
- advertisingfor a bond issue. 
- informational listing of the providerin a telephone directory. 
- listing a facility’s hours of operation. 

-	 - advertising specificallyrequired as a part of a facility’s accreditation 
process. 

* physiciancompensation costs and related charges associated with providing care 
to patients are not allowable for purposes of calculating a prospective payment 
rate. 

* 	 medical services which a facility or unit of a facility is not licensed to provide are 
not included as anallowable cost. 

* 	 costs notauthorized by a certificate of need when a certificate of need is required 
are not includedas an allowable cost. 

Allowable patient relatedcosts include wages, salaries, and employee benefits, purchased 
services; supplies; utilities, depreciation, rentals, leases; taxes, excluding local, state and 
federal income taxes; and interest expense. A facility must reduce operating costs by the 
cost of all activities not directly related to health care. Other specific non allowed costs 
are bad debts, charity, contractual adjustments and discounts taken by payers. 

Teaching costs are not an integral part of the rate setting methodology. No facility in the 
state has a teaching program. 

If a certificate of need is required on assets purchased after July 1, 1990, the amount of 
capital costs included in the rate calculation will be limited to the amounts described 
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within the certificate of need application and other information the facility provided as a 
basis for approval of the certificate of need. In determining whether capital costs exceed 
those amounts approved undera certificate of need, the department willconsider: 

(1) 	 the terms of issuance describing the nature and extent of the activities 
authorized by the certificate; and 

(2) 	 the facts and assertions presented by the facility withintheapplicationand 
certificate of need reviewrecord, including purchase or contract prices, the 
rate of interest identified or assumed for any borrowed capital, lease costs, 
donations, developmental costs, staffing andadministration costs, and 
other information the facility provided as a basis for approval of the 
certificate of need. 

III Inflation adjustments 

Allowable costs are determined by adjusting base year data. Base year data will be the 
allowable operating costs excluding capital in the facility’s fiscal year ending 24 months 
before the prospective rate year. The allowable base year costs are adjusted for inflation. 
Inflation is calculated annually using projected inflation indices developed based on data 
available in May priorto the facility’s fiscal year beginning. 

The inflation index is developed using national and regional inflation projections from 
Data Resources, Incorporated and other available sources. Inflation was projected on a 
compound rate over a two yearperiod of time.Areviewwas also madeof regional 
economic trends which was incorporated into the inflation projections. Inflation forecasts 
were developed based on anticipated changes in inflation using a HCFA type market 
basket. 

IV Determination of Payment Rates: 

The prospective payment rates for inpatient hospitalservicesrendered to Medicaid 
recipients is a percentage of billed charges.Payments are made for allowable services for 
Medicaid including daily hospital and ancillary services. The percentage of payment is 
based on the allowable costs as a percentage oftotal charges. 

The paymentsystem for inpatienthospital services includes notonly a percentageof 
billed charges paid but also a maximum aggregatecharge per adjusted admission that will 
be paid. The charge per adjusted admission is the cap or maximum allowable aggregate 
average charge throughout the facility’s fiscal year. An adjustedadmission factors in 
outpatient services into the admissions. This allows a measurement of totalrevenue 
billedperunit of service. Theformula for calculating adjusted admissions is total 

-TN# 98-015 Approved Date 5 d’?9 1  Effective DateJuly 1, 1998 
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Medicaid revenue divided by inpatient Medicaid revenue times the number of Medicaid 
admissions. This calculation yields a "grossed up" admission. The percentage of charges 
represents allowablecosts relative to billed charges. 

V RateCalculation: 

The determination of the percentage of payment is based on a base year comparison of 
Medicaid allowable costs components to billed charges (patient service revenue) for the 
facility. The base year would be the facility's fiscal year ending 24 months before the 
prospective rate year. For example, if a facility's prospective rate year begins January 1, 
1997 the base year would be January 1 through December 31, 1994. The percentage of 
charges for Medicaid services maynot exceed 100% of charges determined under the 
regularrate setting methodology.The100%maximum is withoutregard to any 
DisproportionateShare add-on percentage. 

To determine the allowable rate of increase, the base yearoperating expenses less capital 
are inflated by the indices described in the inflation section. Capital costs are added into 
the rate structureas total base year capitalcosts, plus Department determinedcapital costs 
on CON approved capital additions which are placed inservice after the beginning of the 
base year and before the end of the rate year. Principal payments on long term debt are 
not included in allowable costs. CON capital must have already received an approved 
CON. A CON (Certificate of Need) is required for certain expenditures of $1,000,000 or 
more. Situations requiring a CON include majoralterations or additions to buildings, any 
addition or elimination of a major type of care in or through a facility, and any change in 
licensed beds within a two year period amountingto 10 beds or 10 percent of total beds. 

Once the allowable operating expenses for the payment year have been determined, an 
allowable percentageincrease or decrease in revenueper adjusted admission is calculated. 
This allowable increase or decrease is calculated comparing the allowable operating 
expenses in the base to the new allowable operating expenses in the budget year. This 
percentage changeis then applied to the average rate per adjusted admission calculated in 
the base year. An example would be if base year operating costs were allowed to increase 
7.8% for inflation plus an additional 1% due to new CON capital acquisitions and related 
capital costs for a total of 8.8% rate increase in allowable costs over the base year. The 
cap is then calculated assuming the average charge over the base year can increase8.8% 
before adjustments are made by the state at yearend conformance. 

Further adjustments are described in the base yearadjustment subsection. 

BASE YEAR ADJUSTMENT 

c
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The reasonablenesstest is applied to not allow the rolling base year to unduly reward or 
penalize the providers. For example, the allowable costs per adjusted admission (base) 
are subjected to a test of reasonableness where the 1994 base plus the 1995 and 1996 
inflation are compared to the 1996 approved rate. For providers who maintain costs at a 
level less than the base plus inflation, the provider will be allowed to retain 50% of the 
savings up to 5%. For providerswhohavenotmaintained costs withintheapproved 
1996 rate when inflation is added to the base, the provider will be able to keep only 50% 
of the differencenot to exceed 5%. 

These methods and standards are revised to provide for a rebasing of costs incorporated 
into the rate calculation process for facilities with prospective fiscal yearbeginning 
January 1, 1997 through December 1, 1997. Base year and approved year financial and 
statistical information will be identical in rate calculations for facilities with fiscal years 
beginning during that time. 

Allowable costs per adjusted admission less capital as calculated in thebaseyear are 
adjusted to reflect inflation between 1994 and 1996. This cost per adjusted admission is 
compared to the approved cost per adjusted admission in the 1996 year. The following 
adjustmentsare made: 

1. 	 If the base year costs exceed the approved costs, the allowable costs for 1997 will 
be limited to the 1996 approved costs plus the inflation between 1996 and 1997 
plus 50% of the difference between the allowablecosts of the two years limitedto 
5% of the costs in the 1994 base year. 

2. 	 if the base year non-capital costs are less than the approved non-capital costs, the 
non-capital costs will be calculated using the 1994 allowable base costs plus 
inflation identified in the inflation section plus 50% of the difference between the 
two years limited to 5% of the costs in the 1994 base year. 

3. 	 Adjustments in 1 and 2 willbereflectedin a reduction of or an additionto the 
percentage of charges. 

Inflation is added to the non-capital costs. Capital costs in the rate year are facility base 
year capital costs, plus Department determined capital costs on CON approved capital 
additions which are placed in service after the beginning of the base year and before the 
end of the rate year. CON capital is allocated to the applicable cost centers based on 
relevant CON andother documentation. The capital is added to the allowable non-capital 
costs. A 1997 example of the rate setting methodology is as follows: 

TN# 98-015 ApprovedDate 05/29/01 Effective july 1 ,  1998 
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$4,333.85 

$173.61 

1994  

100.00%  

173.61  

years)  

Difference  

BASE  

100.00%  

Base  

Adjusted  
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Net Operating Expenses 
AdmissionAdjusted Per 

Capital 
Capital 

Total 

Inflation on (2Year 

Difference ($898.11)(Base-Current) 
50% of $449.06 
5% of Base-
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1996APPROVED 

PERCENT PERCENTAMOUNT AMOUNT 
$4,333.85$5,463.09 

4.01% 	 $ 3.75% 
$ 173.61 
$4,160.24 

4.80% 	 $ 199.69 
$4,359.93 

$208.01 

If Difference is Negative: 
AddInflationtoBase (3 years)6.60% $ 274.58 
Add lesser of 50% or 5% $ 208.01 

If Difference is Positive per 7 AAC 43.685(f)(1) 1): 
Add Inflation to Approved(1 yr) 130% 
Add lesser of 50% or 5% 

ProgramYearAllowable Expenses $4,642.83 
Base Year Allowable Capital 

Capital 
Capital CON 0.00 

$173.61 $ 173.61 
Budget Year Allowable 

perAdmission $4.8 16.44 

Adjustment in accordance with 
7 AAC 43.685(f)(2) 4.80% 

$5,463.09 

$ 205.05 
$ 205.05 
$5,258.04 

ll/llll/llllll 
$5,258.04 

$ 0.00 
$ 0.00 
$ 0.00 

$ 0.00 

$ 0.00 
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BASE PROSPECTIVEYEAR YEAR 
$2,030,023Base Operating Expenses 16 $2,077,3 

81,321 (81,321) 
Certificate of Need Capital N/A 0 

Total Capital 81.321 (81.321) 
SUBTOTAL $2,158,637 $1,948,702 
128,614 (3 years) 6.60% 

TOTAL $2.158.637 16 $2,077.3 

' 


Allowable Cost Basis $2,158,637$2,030,023 

Rate Change 6.34% 

Aggregate ChargeMaximum Average per adjusted admission $3,194.27 
Allowable admissionper $4,816.44 

Percentage of Charges 
Adjustment in accordance with7 AAC 43.685(f)(2) 
Year End Adjustment in accordance with7 AAC 43.691 
Percentage of Charges 

144.27% 
4.80% 
0.00% 

149.07% 

ALLOWABLEPERCENTAGE OF CHARGES (7 AAC 43.685(c))100.00% 

The example identifies Allowable Revenue peradjustedadmissionandAllowable 
Expenses per adjusted admission for the prospective paymentyear. The percentage 
represents the percentage of charges that is approved for the prospective payment year. 
Since the calculation results in a percentage of charges greater than 10096, the allowable 
percentage is set at 100%. 

The section removes capital costs in the allowable expenses. Non-capital expenses are 
inflated. Base year actualcapital costs and approved CON capitalcosts are added backto 
the inflated non-capital costs for total allowablecosts in the prospective payment year. 

To compare the base year costs excluding capital to the prospective payment year costs, 
three year's inflation is added (6.6%) to bring base year costs excluding capital to the 
prospectivepaymentyearlevel. The percentageincreasebetweenbaseyear costs and 
prospective payment yearcosts is calculated and the resulting percentage is applied to the 
base year Revenue per adjusted admission to get the Allowable Revenue per adjusted 
admission for the prospective payment year. 

TN# 98-015 ApprovedDate 52901 Effective Date July 1, 1998 
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Year End Conformance 

Year end conformance will be reviewed comparing the actual charges billed against the 
approvedMaximumAggregateAverage charge per adjusted admission. If theactual 
charges per adjusted admission exceed the allowable Maximum Aggregate Charges per 
adjusted admission as approved, the percentageof charges will be adjusted downward in 
the facility’s prospective fiscal year. The percentage adjustment will be calculated as the 
product expressedas a percentage of the actual net overpayment to the facility divided by 
the facility’s gross Medicaid charges. The net overpayment is the sum of the facility’s 
actual charges per adjusted admission less the facility’s approved maximum Aggregate 
Average Allowable charge per adjusted admission multiplied by the facility’s Medicaid 
adjustedadmissionswhichproduct is further multiplied by thefacility’sapproved 
percentage of charges for the Year End Conformance year. 

Sample year end conformance calculation: 

7 AAC 43.691(a)(1) 
Actual percharges $4,408.36 
Approved adjusted $3,003.95maximum charges per admission 

$1,404.4 Difference 1 

Medicaidadjusted admissions 45.09 
Overpayment(gross)$63.320.76 

100.00% of charges 
Overpayment (net) $63,321 

charges Medicaid Gross $1,135,440 
1995 5.58% 

percent Paid 

Adjustment 
(Note: A positive reduces a facility’s Prospective Rate.) 

The facility has the optionof malung a payment to Medicaid to reimburse calculated base 
yearoverpayments (net) rather than having an adjustmentmadeto their prospective 
payment rate. 

All or part of any adjustment for year end conformance may be waived for a facility. A 
waiver may not be below a percentage calculated by dividing the net overpaymentby the 
gross Medicaid charges in the year end conformance year. The net overpayment is the 
difference betweenactualMedicaidaveragepaymentperadjustedadmissionand the 
actual allowable Medicaidcosts per adjustedadmission. 

Date 5-TN# 98-015 Approved a’?-01 Effective Date July 1, 1998 
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Sample waiver calculation: 

7 AAC 43.691(d) - Waiver Limitation 
Actualpercharge admission adjusted 

percent yearbase-Paid of 100.00% 
year 

Actualaveragepaymentper adjusted admission - baseyear 

Allowable costs per admission - baseadjusted year$4.333.85 
Difference 

Medicaidadjustedadmissions 

Gross Medicaid charges 
1995 YEC waiver limit 
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$4,408.36 

$4,408.36 

$ 74.51 

45.09 
$3,359.66 

$1,135,440 
0.30% 

Examples of situations warranting considerationof a waiver include: 

- Theaveragelevel of acuity of patients in the facility hasincreasedbetweenthe 
base year and the year end conformance year. Basing the year end conformance 
year rateon a base year in which the facility wastaking care of patients with fewer 
patient care needs can be found to be a situation warrantinga waiver. 

- New approved services havebeenaddedbythe facility whichincreaseyear end 
conformance year costs per adjusted admission. Basing the year end conformance 
year rate on a base year in which the facility was not providing the new services 
can be found to be a situation necessitating a waiver. 

Processing procedures andapproval criteria 

- The facility mustprove to the department’s satisfaction that a waiver is necessary. 

- Thedepartment may approve a waiverrequest if it finds that: 

-	 Thefacilityhastaken effective measures to control costs in responsetothe 
situation upon which the waiver requestis based; 

- The waiverrequestdoesnotcontradict a prior action of thedepartmentas 
to an element of the facility’s rateas the action relates to the applicationof 
the established inflation factor, the rate methodology, or the definition of 
allowable costs. 

TN# 98-015ApprovedDate .5/29-0/ Effective Date July 1, 1998 
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- Thewaiverrequestwouldresult in payment for only allowable cost of 
services authorized by the department under State or Federal laws, or both 
if applicable,or under regulations. 

- Thesituation uponwhichthewaiverrequest is based results fromthe 
provision of direct patient care or fromprudentmanagementactions 
improving the financial viabilityof the facilityto provide patientcare. 

State Facility 

Theannual rate of increase in a state inpatient hospital facility rate is limited to the 
applicable inflationfactor per Section IIIabove. 

Payment Rates for New Facilities 

If a new facility is licensed, the rates for the first three fiscal years will be calculated as 
follows: 

I 

For acute care hospital and specialty hospitals, the percentageof charges will be set at the 
statewide weighted average of percentage of charges and allowable maximum aggregate 
average charges of acute care hospitalsandspecialty hospitals for the most recent12 
months of permanent rates set for acute care facilities. The weighted average percentage 
of charges is weightedbased on totalfacilitypatientdays. The weightedaverage 
maximum aggregateaverage charge is weighted based on Medicaidpatient days. 

For inpatient psychiatric hospitals, the percentage of charges will be set at the statewide 
weighted average of percentage of charges and allowable maximum aggregate average 
charges of non-state inpatient psychiatric hospitals for themostrecent12months of 
permanent rates set for inpatient psychiatric facilities. 

Optional Payment Rate Methodologyfor Small Facilities 

Facilities that received combined inpatient hospital, outpatient hospital, and longterm 
care Medicaid payments, including disproportionate share adjustments, of no more than 
$2,750,000 during the facility’s fiscal year that ended during the period July 1, 1995 to 
June 30, 1996 may make an election for Medicaid reimbursement based on the Optional 
PaymentRateMethodology for Small Facilities. The election requires the acute care 
hospital to be reimbursed under this method from the beginning of the facility’s fiscal 
year that begins during the period January 1, 1998 to December 31, 1998, until the last 
day of the facility’s fiscal year thatends during the period July1,2001 and June 30,2002 

-
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